Internal Revenue Service Department of the Treasury
Director, Exempt Organizations P.O. Box 2508 - EP/EO

Cincinnati, OH 45201

. bates JANT122000 . . -

Empl~ Identification Number:
VN

Pera :0 Contact - I.D. Number:

!

L

Contact Telephone Numbers: .
telephone SHUNNNNUNNR
fax TSN

Dear Sir or Madam:

We have considered your application for recognition of exemption from
Federal income tax under the provisions of section 501(c)(7) of tt~
5 Internal Revenue Code of 1986 and its applicable Income Tax

o, Regulations. Based on the available information, we have determined
gﬁ; that you do not qualify for the reasons set forth on Enclosure I.

?g _ Consideration was given to whether you qualify for exemption under
f%‘ other subsections of section 501 (c) of the Code. However, we have
f§= , concluded that you do not qualify under another subsection.

Your organization has not established exemption from Federal income
tax. Since you are a corporation it will be necessary for you to file
an annual income tax return on Form 1120. g

If you are in agreement with our proposed denial, please sign and

return one copy of the enclosed Form 6018, Consent to Proposed Adverse
Action.

You have the right to protest thi.s propnsed determination {f you
believe it is incorrect. To protaest, you should submit a written
appeal giving the facts, law and other information to support your
position as explained in the enclosed Publication 892, “Exempt

< Organizations Appeal Procedures for Unagreed Issues.” The appeal must

- be submitted within 30 days from the date of this letter and must be
signed by one of your principal officers. You may request a hearing
with a member cf the office of the Regional Director of Appeals when
you file your appeal. If a hearing is requested, you will be
contacted to arrange a date for it. The hearing may be held at the

.-« Regional Office or, if you request, at any mutually convenient

" District Office. If you are to be represented by someone who is not

1. one of your principal officers, he or she must file a proper power of

. attorney and otherwise qualify under our Conference and Practice
Requirements as set forth in Section 601.502 of the Statement of
Procedural Rules. See Treasury Department Circular No. 230.




will become

[

Sincerely,
KW et

e 8tayeq T, Niller

)




_ , + herein after referred to

a3’ the Association, was. incorporated under the laws of NN

‘The Certificate of Incorporation provides that the Association was

formed for the following purposes: -~ St

' a. To promote and maintain sound management in the operation of
social fraternitiegflocated'atu
L] e ey ot ' .

b. To employ appropriate staff who will act in an advisory
capacity to such fraternities, particularly the house managers
or stewards and the treasurers thereof.

€. To establish procedures by which such fraternities may
purchase commonly needed commodities, including, but not
limited to, fuel, food, furniture and furnishings, equipment
and supplies and commonly needed maintenance and housekeeping
services in order to secure the benefits accruing from such
cooperative action. E

d. To provide such other services to such fraterr ties as the
Board of Directors of the corporation may approve and which

benefits the fraternity system at Ej .

The Bylaws provide that the Association exists for the efficient
management of the fraternities and sororities at .
In orcer to fulfill this purpose, the Association’s activities shall
include but not be limited to cooperative action relating to

purchasing, accounting, financial integrity, safety, building
maintenance and educational services.

The membership of the Association consists of the following fraternity

and sorority houses at SEEEEEEGEGEGGG_—_—N

a. G

b.

C .« ™
d.

e. R

f. G

DEme———

h.

i.

: Théfﬁtﬁachment A regarding the Form 1024 Part II, Activities and
: Operational Information, states the Association offers the following
nanagement and asset maintenance services to member fraternity and
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‘Room and boérd'biiling in a Cooperative arrangement with

| eEEANREERERE

b, Miscallaneouslbillings. :

C. Group rate insurance programs *for fraternity and sorority
houses and their employees, '

d. Group pricing for purchasing and vendor services,

e. Monthly financial statements for the houses, .

f. Money market and high-yield mutual fund investment services,

g. Accounts Payable processing.

h. Payroll related services for fraternity and sorority house
employees including direct paycheck deposit services; .

processing of employer payroll taxes; obtaining coverage for

workers compensation insurance and disability insurance.

Property management systems and services.

Fund drive collection agent,

+ Delinquent account collection services.

Property management education and undergraduate officer
training for members.

Xl -

The Attachment A further states that the amount of time spent on each
individual activity varies. Some activities (such as cash management)
are performed daily for each member house. Other activities are
performed on an as-needed basis. The nature of the se) ices provided
depends upon the level selected by the fraternity/sorority house.

Membership in the Association is open to recognized fraternities and

sororities of ¢ .  There are two classes or categories
of membership, full service and reduced service.

The “Full Service” membership provides the member fraternity/sorority
a full range of services offered by the Association. ’ '

The “Reduced Service” membership provides the member
fraternity/sorority only services agreed upon by both parties. These

services are generally fewer in number than provided for “Full
Service” membership. '

Only “Full Service” members may hold positions on the Board of
Directors.

;Membership is voluntary for a fraternity/sorority house. However,

once a house joins, it cannot resiqn until the end of the
- 'Association’s fiscal year (d

' The Association employs paid staff members, WM of which are
“full time employees.

@ of your financial support is derived from membership fees.
embership fees are determined by the level of service provided and

_safe.charged based upon the total account receivable billing of the
‘member house. Full service member houses pay a@®% fee and reduced
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ervice member houses pay §% to

-V Any excess funds are reimbursed
to the individual member houses
AN

%l
!or their own use.

our expenses include the followin
ayroll taxes, audit and tax,
epairs, legal, travel,
; ostage, supplies,
Wit and ADP fees.

gi salaries and wages,
equipment and furniture, maintenance and
IFC support, employee benefits, telephone,
printing, insurance, consulting, credit card fees,

occupancy,

Law:

Section 501(c) (7) of the Code
- income tax of clubs organized
profitable purposes (which has
other purposes similar to pleas
the activities of which are for
earnings of which inures to the

provides for the exemption from Federal
for pleasure, recreation, and other non-
been defined by the courts as meaning

substantially all of
part of the net
benefit of any private shareholder.

an
meet

To satisfy the

Oor other permissible purpose, tne
P of individuals, personal

that it’s membership is bound

directed towards ~leasure,
and other non-profitable purposes.

orjanization not only must be a non-profit entity but must also
both an organizational test and an operational test.
regyuirement of a pleasure, recreation,
club must have an established membershi
contacts, and fellowship and must show

together by a common objective that is
recreation,

In Chattanooga Automobile Club v, Commissioner,
Inc. v. Commissioner, 182 F. 2d 551 (6% cir. 1950), the United States
Court of Appeals 6" Circuit held that to be exempt under. the Act of
Congress, a club must have been organized and operated exclusively for
pleasure, recreation, and other non-profitable purposes. The court
further specified that the words “other non-profitable purposes” must be
construed as coming within the same classification as pleasure and

recreation. 1In addition, chere must be at least some sort of
commingling of members to constitute a club.

Warren Automobile Club,

In Keystone Automobile Club

V. Commissioner, 181 :. 2d 402 (3% Cir.
1950), the United States Cou

rt of Appeals 3™ Circuit defined the word
“club” to include some type of mingling of people together as well as a
common object. 1In this case, the court held that the Keystone
Automobile Club was not exempt under section 101(9) of the Code for a

- nhumber of reasons one of which was because they saw no evidence of the
commingling of members.

'Revenue Ruling 55-716,
furnish television ante

_ a monthly charge for maintenance of the
antenna was not tax exempt unde: section 501(c) (7). The ruling states
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organization in order for it to come wi hin the meaning of the term

“*club”. Accordingly, the organization wa. denied exemption under section
501(c) (7).

- Revenue Ruling 58-589, 1958-2 CB 266 sets forth the criteria or tests
~for determining whether an organiz: tion qualifies for exemption from
* Federal income tax under section S01(a) of the Internal Revenue Code of
1954 as an organization described in section 501(c)(7) of the Code. The
. ruling states that an organization must establish that it is a club both
organized and operated exclusively for pleasure, recreation, and other
non-profitable purposes and that no part of its net earnings inure to
the benefit of any private shareholder or individual. To meet the first
””requirement, there must be an established membership of individuals,
personal contacts, and fellowship. A commingling of the members must
play a material part in the life of the organization. 1In addition, the
ruling states that a club which engages in business, such as making its
social and recreational facilities available to the general public or by
selling real estate, etc. may not be considered as being organized and
operated exclusively for pleasure, recreation, or social purposes.

Revenue Ruling 66-360, 1966-2 CB 228 held that a natior 1 sorority and
its member chapters which were founded by a business corporation as a
non-profit organization for the purpose of forming chapters for the

study and mutual pursuit. of culture and friendly social contact does not -

qualify for exemption under section S01(c) (7). The sorority described
in this ruling received all supplies and general management, clerical,
and administrative services from the business corporation. 1Irn

_consideration for these services, the sorority turned over to the
corporation all initiation and annual fees payable to it by-the members
of its chapters for the privilege of obtaining and continuing membership
in the national sorority. The organization was not organized and
operated exclusively for pleasure, recreation, and other non-profitable
purposes and was denied exemption under section 501 (c) (7). ‘

Revenue Ruling 67-428 1, 1967-2 CB 204 held that an organization formed
for the purposes of governing and -developing an amateur sport in the
United States is not exempt under section 3501(c) (7). The organization’s
membership are clubs devoted to the pursuit of the sport; it has no
individual members. Delegates appointed by the member clubs meet

" periodically to conduct the affairs of the federation. Although
fellowship need not be present between each member, it must constitute a
.~ material part of the organization’s activities. The requirement of
individual membership derives from the requirement of personal contacts
and fellowship between members. It is evident that fellowship between
members cannot play a material part in the activities of an organization
.composed of artificial entities. Accordingly, the organization was
-denie” exemption under section 501 (c) (7). '

Revenue Ruling 69-527, 1969-2 CB 125 held that an organization formed to
%%, assist its members in their business endeavors through study and
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fﬁiscussion of problems and other activities at weekly luncheon meetings

does not qualify for exemption under section 501 (c) (7). To qualify for
exemption under section 301(c) (7) an organization must be both organized
and operated for pleasure, recreation,'and other non-profitable
purposes. Consequently, not only must an organization show that its

- members are bound together by a common objective, but that such common

objective is directed towards pleasure, recreation, and other non-
profitable purposes. The organization was organized and operated
primarily to aid its members in their individual Lnsiness endeavors and
any social activities were merely incidental to the business activities

of the organize ion. Accordingly, the organization was denied exemption
under section 501(c) (7).

Revenue Ruling 69-635 1, 1969-2 CB 126 held that an automobile club
whose principal activity is rendering automobile services to its members
but has no significant social activities does not qualify for exemption
under section 501(c) (7). The rendition of automobile services is not in
the nature of pleasure and recreation within the meaning of section
501(c) (7). Furthermore, a commingling of members does not play a
material part in the activities of the organization. Accordingly, the
organization was denied exemption under section 501 (c) (7).

Taxpaver’s Position:

The Association contends they qualify for exemption under section
501(c) (7) of the Code because their activities are social in nature.

In a letter date WA the Association indicated the

following: ' : .
a. An alumni representative and the main undergraduate officers of

each house (NN 6 G, -nd G ) rcpresent

each member house. .

b. Interaction between undergraduate officers of each member house
and the Association’s staff is constant and contact between
different house officers is frequent. :

C. Membership classification by house is a function of determining
the service fee assessed for operations performed by the
Association.

d. The Association facilitates the pursuit of social activities by
freeing member house officers from operational activities.

e. The Association is the sponsor for many of the member house’s
social activities such as dinners, white water rafting,
parties, receptions, and picnics. '

f. The Association hosts a meeting of member house representatives
at least twice a year. .

g. Any excess funds are reimbursed to the member houses for their
own use.

In a letter dated NN the Association re-emphasized the

‘items detailed in the _ letter and also indicated the

following:
... a, The Association’s services are not commercially available.
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b. The AssociationIWas deSigned as

a»oooperative arrangement among
fraternities/sororities at

to provide

manner,

Conclusion: E
=onclusion:

Based on the facts pPresented above, we hold that the Association does
not meet the requj

the Code. Personal contacts and fel
pPart in the activities of the Association.
of artificial entities and thei

Centralized management services for member houses. The centralized
management services offered are designed to Permit a cooperative
approach in‘purchasing Supplies and materials, insurance acquisition,

billings, cash management, house maintenance, and housekeeping services,

thereby enabling member houses to take advantage of group rates and bulk
Purchasing., ‘

T

TR

Like the o°rganizations in court cases Chattanoo

Commissioner, Warren Automobile Club, 1Inc. v. Commissioner and Kevstcne

Automobile Club V. Commissioner ang Revenue Rulings 5¢ 716, 58-589, and
‘Ctivities of the Association does not include the

commingling of members, which is a requirement of section 301 (c) (7).

The Sponsoring of insubstantiai social activitijes and mandatory meetings

of member representatives does not constitute the commingling of

ga Automobile Club v.
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Furthermore, 1like the organization in Revenue Ruling 67-428
Association is composed of artificial entities. Revenue Ruling 67-428
emphasizes that artificial entities are incapable of Producing the

S and fellowship contemplated by section 301 (c) (7).
Such Revenue Ruling Clearly indicates that artificial entities, such as

Corporations, are not a type of “member” that is ¢
within the ter
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¢+ @ club in permitting such a type of
membership is, in fact, dealing with the

“the corporation’s employees or officers,

general public, in the form of

the




s 'pép‘éh:ﬁéﬁi’of the Treasury - Intemal Revenue Service
5 . Consent to Proposed Adverse Action
(All references are to the Intemal Revenus Code)

Date of Latest Determlnation Letter

rgployer Identification Number

Date of_Probosed Adverse Action Letter

—JAN 12:2000

| consent to the ?roposed adverse action relative to the above organization as shown below, |
understand that If Section 7428, Declaratory Judgements Relating to Status and Classlfication of

Organizations under Section 501(c)(3), etc. applies, | have the dg%\t to protest the proposed
adverse action,

NATURE OF ADVERSE ACTION

~ [X] Deniai of exemption

[ 1 Revocation of exemption, effective.

(

1 Modification of exemption from section 501(c)( ) to section 501 (), effective

( 1 Classification as a private foundation desliribed In sectlon 509(a)), effective

{ 1 Classification as an private operating foundation described in sections 509(a) and 4942())(3), effective for

] Classification as an organization described in section 509(a)( ), effective

~

1 Classification as an organization described in section 170(b)(1)(A)( ), effective

| If you agree to the adverse action shown above
keep a copy for your records.

If you sign this consent before you have exhausted your administrative appes' -ights, you may
lose your rights to a declaratory judgement under section 7428,

» Please sign and return this consent. You should

(Signature Instructions on Back)

Name of Organization;

Form 6018-C.G. (Rev. 8-83)




